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Abstract 
In this paper we employ econometric analysis to investigate the impact of FDI and the related externalities on economic growth 
in transition economies. We contribute to recent literature by using more reliable measure of FDI while also depicting the 
character of FDI and related knowledge spillovers, as well as by examining the importance of technological and innovative 
capabilities in explaining the growth performance among transition economies, not previously studied.  Overall, the results of our
empirical analysis seem to render support to the hypothesis that FDI contribute to economic growth predominantly through 
knowledge spillovers, and that the higher level of technological development proxied by government and business R&D 
expenditures is associated with better growth performance among transition economies.  Essentially, by the way we measure FDI 
in this analysis (i.e. the share of FDI in the manufacturing gross value added) and in the view of the integrated framework in 
which we study the relationship between FDI and economic growth, allows us to stipulate that the positive impact of FDI on 
economic growth is associated with more knowledge-capability and efficiency-seeking FDI.  
© 2015 The Authors. Published by Elsevier Ltd. 
Peer-review under responsibility of Istanbul University. 
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1. Introduction 
In the theoretical literature FDI is assumed to directly affect economic growth by contributing to gross fixed 
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capital formation and indirectly by contributing to knowledge stock. More precisely, in the traditional framework 
FDI is expected to directly affect economic growth since FDI is assumed to complement domestic investments, and 
considered to be important supplement for capital and investment shortages. However, along the lines of more recent 
endogenous growth models (Romer (1986:1990), Grossmann and Helpman (1991), FDI may also be assumed to 
indirectly contribute to economic growth by increasing the stock of knowledge and by fostering technological 
growth of a technologically inferior recipient economy, hence stimulating domestic investments. 
The overall purpose of this study is to investigate the exogenous impact of FDI on economic growth, as well as to 
study the influence of technological and innovative capabilities on growth performance among transition economies, 
not previously investigated. We embark from previous literature by using more quality data on FDI. FDI in this 
study is defined as the share of FDI in the manufacturing gross value added, to reflect on foreign investments in the 
more productive, supposedly technologically more sophisticated sectors of the economy, and the  related knowledge 
spillovers. By the way we measure FDI in this analysis we attempt to at least partly account for the nature of FDI 
(e.g. motives of investments and function FDI is to serve in the host economy). Further we advance existing growth 
literature by accounting for the differences in technological and innovative capabilities among transition countries. 
In order to depict on a wider scope of technological proficiency and development of host economy 
innovative/imitative capabilities of firms and industries, assumed important along the lines of endogenous economic 
growth models, we incorporate two R&D variables, i.e. government and business R&D expenditures. In the 
literature innovative/imitative capabilities proxied by R&D expenditures are considered important factor influencing 
economic growth, possibly determining the extent to which FDI can be considered an important source of 
technological advance in host economy.  
We use panel data estimations to credit the time-evolving, interrelated and interdependent nature of wide range of 
technology-related factors, in examining the relationship between FDI and growth. Finally, in face of data 
limitations, we analyze growth dynamics in the period 2000-2013, and while referring to the (isolated) case of more 
advanced transition economies of Central and Eastern Europe (CEE-10). We are interested in analyzing growth 
performance, among which are somewhat similar in terms of their economic structures relative to other transition 
economies (e.g. Southeast European countries); related legacies of socialism and command economy, as well as, and 
above all, among countries similar in terms of their more recent experience with institutional and transition reforms. 
Understanding factors underpinning growth among this particular group of countries seems important from the 
theoretical stand point and for policy discussion (see Campos and Kinoshita 2002, Menzinger, 2003). Furthermore, 
by studying growth performance on the isolated sample of transition economies we tend to minimise the potential 
biases associated with previous studies on economic growth which tend to judge growth performance from pooled 
data as discussed by Bloningen and Wang (2004).  
Essentially, the results of this empirical investigation reveal that FDI exerts a significant and positive impact on 
economic growth, along the complementary positive impact of domestic investments on economic growth. Further 
we find that technology related variables depicting technological and innovative capability of a host economy seem 
to have pervasive positive influence on economic growth in these countries. Both government and business 
innovative efforts (i.e. proxied by R&D expenditures) seem to be the fundamental driving force behind economic 
growth also among transition economies. Last but not least, the suggested positive impact of FDI on economic 
growth in this study is associated with more productive e.g. knowledge capability seeking character of FDI inflows 
and the related knowledge spillovers in these countries.  
The paper is organized as follows. Section 2 provides a theoretical basis of investigation and briefly discusses the 
empirical literature. Section 3 presents the model and the methodology used in the empirical analysis of panel data 
on 10 CEECs between 2000-2013. Section 4 discusses the results and policy implications, while section 5 concludes.  
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2. Literature Review And Hypotheses  
Past empirical research investigating the impact of FDI on economic growth generally reveals ambiguity. While, 
considerable body of evidence indicate positive effect of FDI on economic growth (Borsenstein et al., 1998; 
Johnson, 2006; De Mello, 1999; Chang, 2010; Neto et al., 2008), there are number of studies revealing even 
significantly negative effect of FDI on economic growth (Carkovic and Levine, 2002; Saltz, 1992) including the 
observed negative impact among transition economies (Menzinger, 2003). While most empirical studies fall too 
short of having enough data, which impose important limitations for research design and potentially undermine the 
reliability of the obtained results, empirical studies also often fail to incorporate essential factors that influence 
growth performance. Although many factors influence growth performance, technology related factors, as postulated 
by the literature, constitute essential driving force behind economic growth. Hence, failure to incorporate factors 
which depict on important differences in the levels of technological advance and proficiency among countries may 
be considered an important shortcoming possibly resulting in an omitted variable bias.  This is to say that, the 
inconclusive evidence may well have to do with the choice of theoretical framework and the empirical model to be 
estimated.  
Technological development is perceived essential factor determining the pace and the character of economic 
growth in both the traditional (Solow, 1957) and endogenous growth literature (Romer, 1990). However, the two 
theoretical approaches have important and somewhat different implications for empirical research design. The 
diverging implications mostly have to do with the exogenous assumption of technology and perfect markets along 
the lines of neoclassical theoretical framework. With regard to the former, in the traditional growth literature 
technology is assumed as a free good, growing at a constant rate, and known to all firms. As such technology is 
assumed easily accessible and perfectly transferable/tradable. This explains why, in the traditional (neo-classical) 
growth literature, foreign capital is often considered an important supplement for capital and investment shortages, 
allowing for the accommodation of short-run effect of FDI on economic growth through its mere contribution to the 
formation of capital stock. In other words, FDI is assumed to complement domestic investments positively affecting 
economic growth, albeit in the short-run. Along the lines of endogenous growth framework the relationship between 
FDI and domestic investments is, however, more complex and dependent on (endogenous) host country 
characteristics depicting differences in the levels of technological development, accumulated knowledge stock, and 
human capital. If the latter factors influence positive interaction between domestic and foreign capital flows, that is if 
FDI stimulates domestic savings than FDI is expected to have a permanent positive impact on economic growth as a 
result of the externalities (i.e. technology and knowledge spillovers).  The endogenous growth literature incorporates 
a different perception of technology, according to which, supposedly technology is dependent on country specific 
technological and learning efforts implying that technology cannot be easily or instantaneously adopted. Hence, 
whether FDI can be considered growth enhancing in the long run via knowledge spillovers is principally dependent 
on the ‘absorptive capacity’ of local firms and industries, and the degree of technology-related complementarities 
between foreign and local firms.   
In the light of the foregoing discussion and in face of scarce empirical evidence pointing to the technological and 
income convergence patterns across countries (implied by the neoclassical propositions) we need to better 
understand the processes underpinning growth performance, including, and above all, those related to the supposedly 
distinct nature and the pattern of technological learning and change. The basic proposition is that mastering 
technology and building technological capabilities that underpin industrial growth and competitiveness and represent 
the key driving force behind economic growth, depend on specific and complex features of particular technology, 
and the co-evolution of specific institutional and policy support structures. The latter factors determine the pace and 
the character of technological change, and importantly can vary significantly across countries, regions and industries 
(see for instance Nelson, 2001; Perez, 1983). Moreover, these factors influence imitative and innovative capabilities 
of firms and industries (Cohen and Levinthal, 1990), and shape the role played by FDI in accumulating knowledge 
stock of the recipient economy (Kinoshita, 2002) and the in stimulating domestic investments in the long run. Given 
this, in this study we argue that when examining growth performance we need to embark from the traditional, 
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neoclassical assumption of exogenous technology by incorporating factors that may potentially reflect on these 
different and distinctive patterns of technological learning and growth. Precisely, we need to acknowledge that there 
are at least some forms of technology and knowledge that are non-transferable but are rather ‘tacit’ revealing 
knowledge embodied in organizations and institutions and their multifaceted technological interaction and practices, 
and that technological differences across countries do not merely have to do with relative abundance of capital 
relative to labor, and the efficiency of its use, as stipulated by the traditional framework.  
This is why, in this study an attempt is made to reflect on these important country specific characteristics relating 
to ‘physical and social technologies’ (as in the words of Nelson &Sampat, 2001) or ‘technological capabilities’ (Dosi 
et al, 1990) in comprehending the differences in growth performance among transition economies. Essentially, we 
postulate that economic growth is a result of the process of accumulating technological capabilities that is co-
evolving in a complex interface and multifaceted set of interactions between firms, institutions and government 
support. We further postulate that these technological capabilities constitute an important factor depicting on the 
‘absorptive capacity’ of local economy context that influences growth, and the role played by FDI including the 
benefits a country can rip-off from FDI. Depending on these complex processes, FDI may either complement, 
stimulate or even crowd-out domestic investments. 
According to the literature, the FDI-related technology and knowledge spillovers are anticipated to have a long 
run impact on economic growth provided that the structural changes brought about by the entry of TNC, and 
especially linkages with buyers and suppliers (vertical linkages) raise productivity, technological proficiency and 
output of local firms, contributing to the accumulation of capital and knowledge stock (see Lall, 2003; Gorg and 
Strobl, 2001). However, the extent to which FDI enhances productivity growth and technological upgrading of local 
firms varies depending on the absorptive capacity of local firms and the very nature of s firm’s external environment 
that may be ether conducive to innovation allowing for agglomeration economies (e.g. knowledge spillovers as a 
result of inter-firm inter-institutional interaction, cooperation ro innovation/technology collaboration) or hinder 
innovation potentials. The basic idea is the that local market structure acts as generator of innovation and innovation 
diffusion, learning and experience accumulated by, and shared between, firms and industries (Henderson, 1996, 
Gleaser et al., 1992). Given this, the technological capabilities of local firms and industries determine the pace and 
the dynamic at which external knowledge can be assimilated by local firms, adding the importance of absorptive 
capacity of local firms. Hence, the initial level of capabilities may either allow for technological upgrading of local 
firms or results in further deterioration of the same due to the competition (“crowing out”) effect†. Kinoshita and Lu 
(2006) examines the importance of host country’s R&D expenditures used as a proxy for absorptive capacity in 
determining the degree of knowledge spillovers from FDI. He finds that the degree of spillover from FDI is 
positively related to the host country R&D expenditures.  
In the light of the forgoing discussion and the empirical evidence, it may be postulated that the FDI characteristics 
and the characteristics of the host economy predominantly related to technological and absorptive capabilities of 
local firms and industries influence the mechanism through which FDI- related knowledge diffuses to local firms, 
underpinning growth performance over the long run. Specifically, in this study we argue that FDI growth 
relationship seems to be less controversial in theory than in practice.  First we emphasize the importance of 
incorporating data on domestic investments when comprehending the relationship between FDI and economic 
growth. Second we emphasize the importance of referring to technologically ‘inferior’ countries when studying the 
effect of FDI on economic growth since the FDI-related literature is largely associated with costs and benefits from 
foreign capital inflows to technologically laggard countries (i.e. developing, industrializing economies). This is to 
say that the scope and scale of FDI knowledge spillovers differs between industrialized and the industrializing 
countries that empirical research design needs to take into account. Third, the importance a host country 
characteristics and FDI characteristics in exploiting benefits from FDI should be acknowledged. In view of these 
† On the negative externalities arising from competition effect see for instance Djankov & Hoekman (2000).
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theoretical premises, in sections to follow we develop a model and examine the impact of FDI while also capturing 
FDI-related knowledge externalities on economic growth in transition economies, and while controlling for 
important host country characteristics with an aim to reflect on the differences in the levels of technological 
development and proficiency among transition economies.  
3. Methodology 
3.1. The model  
The empirical analysis of FDI effect on economic growth covers ten Central and East European countries: 
Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia, in the 
period from 2000 to 2013. We study the relationship between FDI and economic growth in an integrated framework 
and build on earlier models estimated in studies by Mehic et al. (2012), Neuhaus (2006) and Campos and Kinoshita 
(2002). However, we embark from the previous literature in that we incorporate a set of additional variables 
capturing differences in technological advance among recipient economies, and by using more quality FDI data 
capturing the extent and reflecting on the character of FDI, and the related knowledge spillovers. Accordingly, we 
specify the following model to be estimated:  
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Where, the dependant variable, RGDPpcit   denotes changes of real GDP per capita (GDPpc) of the country i in the 
period t; FDIit-1  denotes FDI stock in manufacturing sector expressed as a share in total gross value added in 
manufacturing (%) of the country i in the period t-1; GDPpcCVit-1 denotes GDP per capita of the country i in the 
period t -1;DI it – domestic investment of the country i in the period t; GB it denotes government balance (%GDP) of 
the country i in the period t; OPit denotes exports and imports share in GDP of the country i in the period t; R&Dbusit
denotes R&D expenditure by business sector (%GDP) of the country i in the period t; R&Dgovit denotes R&D 
expenditure by government sector (%GDP) of the country i in the period t, TimeD denotes time dummy variables, 
and is incorporated to capture time specific effects and control for the possible structural breaks, and estimate 
independent variables with greater precision (Wooldridge, 2003), CountryD denotes country dummy variables used 
to control for the specific, time-invariant country effects, and itH – represents random error (structure of eit  is 
determined by the Fixed Effect (FE) model).   
3.2. Data and Variables 
The principal variables of interest in this analysis are the FDI variable (FDIshare) and the two R&D variables, 
namely RDgov and RDbus. FDIshare is expressed as the share of value of total FDI stock in manufacturing sector 
gross value added. FDI stock is generally considered to be a better proxy for both direct and indirect effects from 
FDI on growth (see Neuhaus, 2006; Kinoshita, 2002). The impact of FDI on economic growth is not instantaneous, 
hence we use lagged FDI stock variable. FDI encompasses spillovers that go well beyond its mere contribution to 
capital stock. Considering FDI stock rather than inflows is assumed more appropriate in an attempt to capture the 
long-term technology related spillovers associated with foreign capital inflows. Hence, by considering FDI in the 
manufacturing sector we attempt to control for important FDI characteristics assuming that this variable reveals 
(complementary) increases in production capacities and hence presents direct channel of technology transfer. 
Further, by the way we measure the FDI variable we attempt to capture the technological content of FDI investments 
(i.e. reflected in greater share of FDI in manufacturing value added) as well as the related technology and knowledge 
spillovers. With regard to the latter assertion, we postulate that the higher the share of FDI in manufacturing value 
added, the higher the technological competences of local firms and industries depicting on potentially greater 
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absorptive capabilities. Absorptive capacity generally refers to the ability of a firm/industry or region to absorb and 
exploit knowledge from the environment (Cohen and Levinthal, 1989). Higher value added of FDI stock is often 
associated with the efficiency-seeking character of FDI, demanding, determined by the knowledge-related 
capabilities of the recipient economy or region and considered vital locational attributes (Dunning, 1998). In view of 
this well established theoretical premises, the share of FDI in manufacturing gross value added, in this analysis is 
used as a proxy for technological and knowledge spillovers dependent on absorptive capacities of local 
firms/industries. Given this, a positive relationship between FDI related variables and GDP growth is anticipated in 
this analysis. Source of these data is WIIW FDI database, 2014.  
In light of this discussion, and the highlighted sufficiency of certain level of development of technological 
capacity, we additionally control for specific factors depicting countries’ absorptive capabilities associated with 
differences in the levels of technological prowess among countries. In line with the previous literature which 
commonly measures absorptive capabilities by R&D expenditures (Rogers, 2004; Meyer and Sinani, 2009) we 
incorporate two distinct variables, namely R&Dbus and R&Dgov in the model. Specifically, R&Dbus is measured as 
a share of R&D expenditures by business sector in country’s GDP. This variables is used as a proxy for absorptive 
capacity of the host economy depicting innovative activities by local firms see OECD (2002) and Fu (2008).  
Similarly, R&Dgov variable is used as additional proxy for absorptive capacity of the host economy, and is measured 
as total R&D expenditures by government expressed as a share in country’s GDP. We postulate that it is important 
to include these variables in the model as these reflect on distinctive capabilities of the local economy, namely those 
inherent in innovative capacities of local firms and those inherent in overall physical and social technological 
structures of an economy.  
Further, we incorporate domestic investments (DI) variable in the model. Indeed, we assume that DI and FDI are 
complementary because of higher technological proficiency and capabilities of foreign affiliates relative to firms in 
emerging market economies including transition economies. The source of this data is UNECE. 
Finally, we incorporate a set of control variables. The effect of FDI on growth has been suggested to differ 
depending on host country characteristics. In our model we include information on trade openness (OP), 
Government (GB) balance, and inflation rate (INF), and the convergence variable (GDPpcCV). The latter variable is 
assumed to capture the convergence influence on a country’s economic growth rate (see Mehic et al. 2012). Along 
the lines of catching up hypothesis, there should be a strong tendency for convergence among industrialising 
economies including transition economies. Therefore we anticipate a negative effect of the initial income levels on 
growth rates in transition countries.  Further, openness to trade is assumed to positively affect economic growth, as 
positively interact with FDI (Balasubramanyan, et al. 1996; Alfaro et al. 2004; Hirschey, 1982). Hence we anticipate 
positive effect. The source of data for this variable is Transition Report (2014). Further, variables depicting 
macroeconomic stability such as low government budget deficit and inflation rate is assumed to positively interact 
with foreign capital inflows (for instance Bruno and Easterly, 1998), while macroeconomic instability is found to 
adversely affect growth (Barro and Sala-i-Martin, 2003). We expect the government balance variable to have a 
positive effect on economic growth, since positive value indicate budget surplus.  
It should be noted that human capital was not included in the analysis, since data are typically not available for all 
CEE transition countries in the period under observation. Data on usual proxy variables for human capital such as 
‘average years of schooling’ and ‘labour with secondary education’ are incomplete for CEE countries. Although, the 
literature highlights that the extent to which FDI contributes to economic growth is also conditioned to the stock of 
human capital available in the recipient economy (Borenzstein et al. 1998; Fortanier, 2007), Campos and Kinoshita 
(2002) found no evidence of complementarity between FDI and human capital proxied by average years of 
schooling in transition economies in their earlier study. It is worthwhile mentioning that, part of the reason may be 
that the usual human capital proxies do not accurately reflect on the levels of skills and the quality of the workforce 
within transition economies that is consistent with the industry needs and the pattern of industrial development and 
restructuring in the course of transition. The level of educational attainment is considered to be relatively high 
among transition economies given the communist legacy and the priority attributed to education policy in the 
620   Sabina Silajdzic and Eldin Mehic /  Procedia - Social and Behavioral Sciences  195 ( 2015 )  614 – 623 
socialist times. However, the questions is more of a complementarity of the existing inherited education system with 
current industry needs and trends, and an individual country ability to transform the education system successfully so 
as to underpin industrial restructuring and diversification under the new, neo-liberal market regime. 
Table 1 presents the descriptive statistics of variables and the correlation matrix among variables, respectively. 
Here we note that there is considerable variation of the variables across groups. Also we note that the statistics 
suggest considerable within group variation not reported here due to space limitations. Overall, the statistics (i.e. 
standard deviation of the variables and correlation coefficients) indicates that we may proceed with the econometric 
analysis. Notwithstanding this, the statistics suggest huge differences in the real growth rate patterns across countries 
in the period under observation, with somewhat high standard deviation reported for this variable. In view of this, we 
highlight the importance of including time-dummy variables to control for the time specific effects and in particular 
the effect of the global economic crisis.  
           Table 1: Summary statistics and correlations 
          
3.3. Method of investigation  
Our methodological approach is to pool cross-sectional time series. However, the analysis of pooled time-series 
data is more problematic than a pure cross-section analysis because observations are usually not independent (e.g.. 
errors tend to be autocorrelated, correlated across units, heteroscedastic, errors may be non-spherical in both the 
serial and the cross-sectional (Plümper et al., 2005). In our panel data set we observed potential problems of both 
autocorrelation and heteroscedasticity (the tests rejects the null hypothesis of no first order serial correlation and 
heteroscedasticity). For OLS to be properly applied the errors have to be independent and homoskedastic, hence the 
estimates using Fixed Effect Model are also affected by serial correlation. Consequent to these potential violations of 
obtaining asymptotically efficient estimators if relying on OLS or FEM, in presence of both serial correlation and 
heteroscedasticity, we follow Beck and Katz’s (1995) recommended procedure and use panel-corrected standard 
errors (PCSE) as estimation technique. PCSE corrects for the first-order auto-regression, and imposes a common rho 
for all cross-sections to correct for the heterosecedasticity. This procedure seems perfectly suited to data with 
individual country effects and in case of not very large time dimension and small sample size, as is the case of our 
panel data. Hence, we note that we do not make use the alternative GMM estimators because it is unfeasible in our 
case (see Huber and Stephens, 2001)‡.
We also tested for the potential endogeneity issue in our analysis due to possible reversal causality between FDI 
and economic growth. We tested for reverse causality indicating that higher economic growth rates may well be 
‡ Instrumental and GMM estimators, like the well-used Arellano and Bond (1991), have appealing properties when the cross-sectional
dimension is large, which is not the case of our panel data Otherwise, the GMM estimates may not be asyomptically efficient as indicated by 
Kiviet, (1995) and Judson and Owen (1999). 
 Mean Std. Dev. 1. 2. 3. 4. 5. 6. 7. 8. 
1. RGDPpc 3.48 4.56 1.00         
2. GDPpclag 8180.76 3959.85 -0.41 1.00        
2. GB -3.18 3.01 0.49 -0.24 1.00       
3. OP 56.49 16.99 -0.11 0.58 0.001 1.00      
4. R&Dgov .21 .01 -0.17 0.45 -0.14 0.10 1.00     
5. R&Dbus .43 .38 -0.23 0.75 -0.13 0.48 0.51 1.00    
6. FDI .67 .26 -0.1 0.04 -0.01 0.44 0.06 0.002 1.00  
7. GFCF 23.68 4.2 0.34 -0.11 0.38 -0.11 -0.19 -0.03 -0.04  1.00 
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associated with higher FDI, relying on a Least Square Dummy Variable estimator proposed by Judson and Owen 
(1999). This procedure is more appropriate to be used in case when number of countries is small and in case of 
unbalanced panels (Bruno, 2005) as is the case in our sample, compared to the traditional two-step causality 
procedure developed by Engle and Granger (1987). We note that the result of the Granger causality test reveal that 
economic growth does not causes FDI, while FDI does Granger cause economic growth.§   
4. Discussion of Results 
Table 2 presents the results of econometric analysis. Specifically, the table reports OLS with PCSE panel-
corrected standard errors (fixed-effect).  
                                              Table 2: Results (OLS with PCSE)
Coefficient (Standard error) (PCSE) 
FDI 0.412***
(1.238) 
GDPpcCV -0.0004
(0.001) 
DI 0.475***
(0.166) 
GB 0.333**
(0,108) 
OP 0.188**
(0.075) 
R&Dbus 0.277**
(1.348) 
R&Dgov 1.865**
(7.641) 
R-squared 0.81
Wald chi2 Prob>F 0.000
No. of observations 123
Notes: Standard errors are given in brackets (PCSE); All regressions include a constant, country and time dummies (not reported in the table). 
,*denotes statistical significance at the level of 10%;**denotes statistical significance at the level of 5%;***denotes statistical significance at the 
level of 1%. 
First we note that all variables included in the model are found to significantly determine growth performance, 
with the notable exception of the convergence variable (i.e. GDPpcCV) possibly suggesting that dynamic 
convergence patterns are ongoing in all countries included in the sample regardless of the differences in their levels 
of development reached.**. The GDPpc is correlated with R&Dbus variable, and the convergence variable does enter 
the growth regression significantly once the R&Dbus variable is removed from the regression. Second we emphasize 
that all variables are of the a priori expected sign, and that the model is stable with respect to the inclusion/ 
exclusion of the independent variables, and that the suggested model fit is somewhat very high. Overall, all variables 
included in the model are of the expected sign and significance (with the exception of population variable which is 
§ Due to space limitation we don't present the results of the Granger causality test.
* * We also note the relatively high correlation coefficient between the GDPpc and RDbus variables (i.e.0.75) such that part of the effect of the 
convergence variable may be absorbed by the R&Dbus variable.  
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not found to be significant). Essentially, the results of this analysis suggest the positive exogenous impact of FDI on 
economic growth (significant at 1% level), with high economic relevance (i.e. the magnitude of obtained 
coefficient). Overall, the results reveal that FDI with higher value added content, significantly impact growth 
performance among transition economies. Precisely, the exogenous impact of FDI is to be associated with the 
positive effect of FDI in a more productive and technologically superior sectors of the economy, as well as with the 
more dynamic (e.g. long-term) indirect effect of FDI on economic growth that is related knowledge spillovers. 
Moreover, technological infrastructure and capabilities of a host economy (proxied by government R&D) 
expenditures, as well as innovative/imitative capabilities by business sector (proxied by business R&D) are found to 
significantly discern growth performance among transition economies, pointing to the importance of technological 
and innovation support structures and the endogenous innovative efforts. Finally, we find significant positive and 
complementary effect of DI on economic growth.  
5. Conclusion 
The purpose of this study was to investigate the impact of FDI on economic growth in transition countries. In this 
study, we attempted to account for the nature and the character of FDI, such that the exogenous and positive impact 
of FDI on economic growth in this analysis is to be associated also with the indirect positive effect of FDI on 
economic growth through knowledge spillovers. Last but not least, the technological and innovative efforts of host 
economy are suggested to be essential factor underpinning growth performance among transition economies. Given 
the relatively short period of the study, the results of our analysis should be treated with caution. Including more 
control variables to better capture a host country characteristics and larger time dimension of the panel would 
certainly contribute to more reliable estimates of the effects of FDI on economic growth.   
In this survey we aim to identify the mediating effect of learning orientation on the relationship between 
leadership style and firm performance. To test the propositions, a field survey using questionnaires was conducted. 
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